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VENEZUELA' S TELCOM SECTOR 



1. THIS IS A JOINT STATE-COMMERCE CABLE 



SUMMARY: 
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2. THE VENEZUELAN TELECOMMUNICATIONS SECTOR CONTINUES TO OPEN UP 
AND PRESENT INTERESTING OPPORTUNITIES FOR U.S. COMPANIES. THE 
STATED GOAL OF THE NEWLY -ELECTED CHAVEZ GOVERNMENT IS TO 
IMPLEMENT SOME FUNDAMENTAL CHANGES TO INSURE THE MOST NON- 
PARTIAL, EXPEDIENT OPENING OF THE SECTOR POSSIBLE. BOTH THE 
NEWLY APPOINTED MINISTER OF TRANSPORTATION AND COMMUNICATIONS AND 
THE DIRECTOR OF THE NATIONAL TELECOMMUNICATIONS REGULATORY AGENCY 
(CONATEL) HAVE BEGUN WORK ON A NEW MINISTRY FUSING THE MINISTRY 
OF TRANSPORTATION AND COMMUNICATIONS AND THE MINISTRY OF URBAN 
DEVELOPMENT. THEY ARE ALSO RESTRUCTURING CONATEL, REINTRODUCING 
TELECOMMUNICATIONS LEGISLATION, NEGOTIATING WITH THE BASIC 
TELEPHONE SERVICE COMPANY (CANTV) TO BUMP UP THE EXPIRATION DATE 
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OF ITS MONOPOLY, AND REOPENING THE THIRD CELLULAR TELEPHONE 
LICENSE BID. 



BACKGROUND ON THE VENEZUELAN TELECOMMUNICATIONS SECTOR 



3. THE TELECOMMUNICATIONS SECTOR HAS UNDERGONE SUBSTANTIAL 
GROWTH SINCE 1991 WHEN A GROUP LED BY GTE CORPORATION PURCHASED 
40 PERCENT OF THE STATE -OWNED TELEPHONE COMPANY (CAN TV) FOR USD 
1.89 BILLION. AT THE TIME , THE LOCAL MARKET HAD THE CAPACITY TO 
OFFER JUST TWO OR THREE SERVICES. THE TELECOMMUNICATIONS SECTOR 
HAS SINCE EVOLVED INTO A SOPHISTICATED MARKET IN WHICH ALMOST ANY 
KIND OF TELECOMMUNICATIONS SERVICE CAN BE OBTAINED. VENEZUELA 
RANKS HIGH IN TERMS OF TELEPHONE DENSITY IN COMPARISON TO OTHER 
COUNTRIES IN THE REGION. TELEPHONE DENSITY IS 11.2 LINES PER 100 
INHABITANTS ACCORDING TO A JANUARY 1999 CAN TV PRESS RELEASE. 
CANTV REPORTED REACHING THE 3.5 MILLION LINE BENCHMARK, 66 
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PERCENT OF THOSE BEING DIGITAL LINES, AS OF THE CLOSE OF 1999. 

4. THE TELECOMMUNICATIONS SECTOR IS WIDELY RECOGNIZED BOTH 
WITHIN VENEZUELA AND THE REGION AS HAVING GREAT POTENTIAL FOR 
GROWTH. TELECOMMUNICATIONS COMPANIES ARE CURRENTLY INVESTING 
AROUND A BILLION DOLLARS A YEAR IN THE COUNTRY, A TREND THAT 
BEGAN IN 1992, ACCORDING TO TULIO MEJIA, PRESIDENT OF THE CHAMBER 
OF TELECOMMUNICATIONS SERVICE COMPANIES (CASETEL) . MEJIA 
CALCULATES AN ADDITIONAL USD 10 BILLION WILL BE NEEDED OVER THE 
NEXT EIGHT YEARS, DEPENDING ON THE OUTCOME AND EFFECTS OF 
PROPOSED LEGISLATION REGULATING THE SECTOR. A LARGE PORTION OF 
THIS INVESTMENT IS ANTICIPATED FROM THOSE COMPANIES SEEKING TO 
CAPITALIZE ON THE EXPIRATION OF CANTV' S BASIC TELEPHONE SERVICE 
MONOPOLY . 

5. REVENUE FROM TELECOMMUNICATIONS BECOMES AN INCREASINGLY 
ATTRACTIVE OPTION FOR THE CASH-STRAPPED GOVERNMENT AS OIL PRICES 
REMAIN AT RECORD LOW LEVELS. THE TELECOMMUNICATIONS SECTOR 
CURRENTLY REPRESENTS ABOUT 3 PERCENT OF GDP, WHICH TRANSLATES 
INTO USD 2.5 BILLION. CHILE IS THE ONLY COUNTRY IN THE REGION 
THAT SURPASSES VENEZUELA IN THESE TERMS. THE SECTOR DIRECTLY 
EMPLOYED 25,000 PEOPLE IN 1997 AND INDIRECTLY EMPLOYED A SIMILAR 
FIGURE ACCORDING TO MIGUEL GENOVA, CANTV' S DIRECTOR OF REGULATORY 
AFFAIRS. MEJIA ESTIMATES THAT THIS NUMBER COULD EASILY BE 
DOUBLED GIVEN THE PROPER INFRASTRUCTURE. COMPETITION IS EXPECTED 
TO INCREASE IN THE AREAS OF HIGH-SPEED DATA TRANSMISSION, 
INTERNET ACCESS, VIDEO, POINT-TO-POINT, AND PRIVATE NETWORK VOICE 
SERVICES. OPPORTUNITIES WILL CONTINUE IN VALUE-ADDED SERVICES, 
CABLE TELEVISION, AND COMMUTED AND MOBILE VOICE SERVICES. 
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A NEW MINISTRY CREATED 



6. THE GOV ANNOUNCED THAT THE MINISTRY OF TRANSPORTATION AND 
COMMUNICATIONS WILL BE FUSED WITH URBAN DEVELOPMENT AND RENAMED 
THE MINISTRY OF INFRASTRUCTURE. NEWLY APPOINTED MINISTER LUIS 
REYES REYES REPORTEDLY CONSIDERS THE TELECOMMUNICATIONS SECTOR A 
STRATEGICALLY IMPORTANT ONE AND HAS PUBLICLY STATED THAT HE WILL 
CONTINUE FOSTERING AN OPEN MARKET. A TASK FORCE RESPONSIBLE FOR 
OVERSEEING THE RESTRUCTURING WILL BEGIN ITS WORK ONCE CONGRESS 
ACCEPTS THE JOINING OF THESE TWO MINISTRIES. CONATEL IS ALSO 
EXPECTED TO TAKE ON A MUCH GREATER ROLE THAN IT HAD UNDER THE OLD 
ADMINISTRATION. 



NEW DIRECTOR APPOINTED TO CONATEL 



7. REYES RECENTLY ANNOUNCED THAT HE WOULD RESTRUCTURE CONATEL 
ENSURING ITS TRANSFORMATION FROM THAT OF A PASSIVE OBSERVER TO AN 
ACTIVE PARTICIPANT IN STIMULATING THE SECTOR. DIOSDADO CABELLO, 
A 35-YEAR-OLD SYSTEMS ENGINEER AND RETIRED ARMY LIEUTENANT, HAS ' 
BEEN NAMED AS THE NEW DIRECTOR OF CONATEL. CABELLO HAD BEEN THE 
ACTING COORDINATOR OF THE TELECOMMUNICATIONS TRANSITION COMMITTEE 



UNCLASSIFIED 



UNCLASSIFIED PTQ1993 

PAGE 01 CARACA 01139 02 OF 03 122130Z 

ACTION COME-00 



INFO LOG-00 ACDA-01 ACDE-00 AID-00 CEA-01 CIAE-00 CIP-00 

CTME-00 DODE-00 ITCE-00 WHA-01 SRPP-00 EB-00 EXME-00 

E-00 UTED-00 FCC-01 FRB-00 H-01 IM-01 TEDE-00 

INR-00 ITC-01 JUSE-00 LAB- 01 L-01 ADS-00 NSAE-00 

NSCE-00 OMB-01 OPIC-01 SP-00 SSO-OO SS-00 STR-00 

TRSE-00 USIE-00 FMP-00 DRL-02 G-00 NFAT-00 SAS-00 



/013W 



R 122129Z APR 99 

FM AMEMBASSY CARACAS 

TO SECSTATE WASHDC 3722 



-BACF30 122130Z /38 



UNCLAS SECTION 02 OF 03 CARACAS 001139 



UNCLASSIFIED 



UNCLASSIFIED 
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SUBJECT: CHAVEZ GOVERNMENT MOVES AHEAD WITH PLANS TO FURTHER OPEN 
VENEZUELA'S TELCOM SECTOR 

BETWEEN CONATEL AND THE NEW ADMINISTRATION. HE REPORTEDLY LEFT 
THE ARMY AFTER HIS INVOLVEMENT WITH THE FEBRUARY 4, 1992, COUP 
ATTEMPT, LED BY NOW PRESIDENT CHAVEZ. 

8. CONATEL WAS FORMED AT THE BEGINNING OF THE DECADE AND WAS 
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CONSIDERED SUCH A SUCCESS THAT OTHER COUNTRIES USED IT AS A 
MODEL. SOME COUNTRIES EVEN ADOPTED THE SAME NAME. 
UNFORTUNATELY, CONATEL IS NO LONGER AN INDUSTRY LEADER. OTHER 
COUNTRIES IN THE REGION CREATED ADVANCED REGULATORY FRAMEWORKS, 
BUT VENEZUELA DID NOT. CABELLO RECENTLY SAID HE WOULD BEGIN 
RESTRUCTURING THE CONATEL BY CREATING A BOARD MADE UP OF THREE 
DIRECTORS: CABELLO, AN OPERATING MANAGER, AND AN ADMINISTRATOR. 

9. VENEZUELA WAS INVITED TO ONCE AGAIN FORM PART OF THE 
INTERNATIONAL TELECOMMUNICATIONS UNION AS A MEMBER OF THE GROUP 
OF THE AMERICAS AFTER HEAVY LOBBYING ON THE PART OF THE 
VENEZUELAN DELEGATION. THE DECISION WAS ANNOUNCED DURING THE 
PLENIPOTENTIARY MEETINGS HELD IN MINNESOTA IN NOVEMBER 1998. 
VENEZUELA HAS ALSO FORMALIZED A SERIES OF COMMITMENTS MADE TO THE 
WORLD TRADE ORGANIZATION DURING THE BASIC TELECOMMUNICATIONS 
NEGOTIATIONS . 



NEW TELECOMMUNICATIONS LEGISLATION TO BE REINTRODUCED TO CONGRESS 



10. THE MINISTER AND THE CONATEL DIRECTOR ARE REPORTEDLY 
RECOMMENDING THE ADOPTION OF THE PROPOSED TELECOMMUNICATIONS 
LEGISLATION AS SOON AS POSSIBLE, DESPITE THE UNCERTAINTY 
SURROUNDING THE REWRITING OF THE CONSTITUTION. THE DRAFT BILL, 
WHICH PASSED ITS FIRST READING BEFORE CONGRESS, WOULD REPLACE THE 
ANTIQUATED 1940 LAW CURRENTLY ON THE BOOKS. 

11. INTERNATIONAL INVESTORS WILL SHY AWAY FROM A MARKET WITHOUT 
A CLEAR, LEGAL FRAMEWORK. THIS IS ESPECIALLY IMPORTANT 
CONSIDERING THE PENDING EXPIRATION OF CANTV' S MONOPOLY. CABELLO 
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ANNOUNCED HE WOULD BEGIN MEETING WITH THE APPROPRIATE SECTOR 
CHAMBERS AND ASSOCIATIONS TO RECEIVE THEIR INPUT. COMMENT: THE 
TIMING OF THE INTRODUCTION OF NEW TELECOMMUNICATIONS LEGISLATION 
COULD BE VERY ADVANTAGEOUS. VENEZUELA IS IN A UNIQUE POSITION TO 
AVOID THE LEGISLATIVE PITFALLS EXPERIENCED BY OTHER COUNTRIES 
INSOFAR AS THEY WERE UNABLE TO FORESEE MARKET TENDENCIES TOWARDS 
HIGH-SPEED INTERNET DELIVERY OF DATA SERVICES, VOICE AND DATA, 
AND CABLE TELEVISION GROWTH. MANY COUNTRIES ARE NOW SCRAMBLING 
TO ADDRESS A MARKET WITH OUTDATED REGULATIONS. ADDITIONALLY, 
LEGISLATORS CAN PLAN NOW FOR THE MARKETING OF INTEGRATED SERVICES 
— VOICE, DATA AND VIDEO, AS WELL AS WEB HOSTING AND PRIVATE 
NETWORKS — TO BUSINESS AND INDIVIDUAL USERS. END COMMENT. 



NEGOTIATIONS UNDERWAY REGARDING CAN TV MONOPOLY EXPIRATION DATE 



12. CAN TV WILL BEGIN FACING COMPETITION AFTER THE END OF ITS 



MONOPOLY ON NOVEMBER 27. 2000. 1 






THE BIDDING 



PROCESS SHOULD BEGIN NOW SO AS TO ALLOW A COMPETING OPERATOR TO 
BE IN PLACE AND READY TO FUNCTION ONCE THE MONOPOLY EXPIRES. 
REYES RECENTLY ANNOUNCED THAT HE WANTED TO START THE INITIAL BID 
OR AUCTION PROCESS AS EARLY AS JUNE OR JULY OF 1999. THE GOV HAS 
ALSO SAID IT WILL LOBBY ABROAD TO PROMOTE FOREIGN INVESTOR 
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INTEREST IN THIS BID. 

13. THIS IS A WIN-WIN SITUATION FOR ALL CONCERNED. THE GOV WILL 
BENEFIT FROM A POTENTIAL WINDFALL IN AWARDING A LUCRATIVE 
OPERATING LICENSE. U.S. COMPANIES WILL BENEFIT FROM SALES 
RESULTING NOT ONLY FROM THE WINNING CONCESSION, BUT ALSO FROM THE 
NEW EQUIPMENT AND TECHNOLOGY NEEDED TO BUILD THE SYSTEM. 
CONSUMERS WILL BENEFIT FROM LOWER PRICES BROUGHT ON BY 
COMPETITION . 



THREE RURAL TELEPHONE CONCESSIONS IN START-UP PHASE 
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14. CONATEL AWARDED THREE RURAL TELECOMMUNICATIONS CONTRACTS IN 
1997 FOR REMOTE AREAS NOT ADEQUATELY SERVICED BY CAN TV. THESE 
COMPANIES MUST RENDER BASIC SWITCHED TELEPHONY AT RURAL CENTERS 
WITH LESS THAN 5,000 INHABITANTS OR IN THOSE AREAS WHERE CAN TV 
HAS NOT YET INSTALLED AN AUTOMATED SWITCHING CENTER. THE LICENSE 
ALSO PROVIDES THE POSSIBILITY OF OFFERING A RANGE OF OTHER 
SERVICES SHOULD THE OPERATOR SO DESIRE. THE THREE COMPANIES TO 
PROVIDE RURAL SERVICE ARE: INFONET, DIGITEL S.A., AND CONSORCIO 
ELCA C.A. THESE THREE COMPANIES ANNOUNCED ON NOVEMBER 10, 1998 
THAT THEY ARE PLANNING TO BAND TOGETHER AS INFONET MOVIL DIGITEL. 
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EACH FIRM WILL OPERATE INDEPENDENTLY WHILE THEY MARKET THEMSELVES 
UNDER ONE PLATFORM FOR BILLING, MARKETING AND ADVERTISING 
PURPOSES. THIS JOINING OF FORCES IMPLIES DIRECT COMPETITION FOR 
THE TWO CURRENT CELLULAR PHONE OPERATORS, TELCEL (BELLSOUTH) AND 
MOVILNET (GTE) . 
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THIRD CELLULAR LICENSE BID /AUCTION TO BE REOPENED 



15. THE CELLULAR TELEPHONE SECTOR CONTINUES TO BE ATTRACTIVE 
DESPITE THE HISTORICAL UNCERTAINTY SURROUNDING THE THIRD CELLULAR 
LICENSE BID /AUCTION. VENEZUELA, THE FIRST COUNTRY IN LATIN 
AMERICA TO OFFER CELLULAR PHONE SERVICE, HAS THE SECOND HIGHEST 
USAGE RATE IN THE WORLD. THE TWO INCUMBENT OPERATORS, MOVILNET 
AND TELCEL, COVER SOME TWO MILLION SUBSCRIBERS. TELCEL, THE 
FIRST PRIVATE CELLULAR PHONE COMPANY IN LATIN AMERICA TO SURPASS 
ONE MILLION USERS, FINISHED 1998 WITH A REPORTED 1.3 SUBSCRIBERS 
AND USD 600 MILLION IN BILLINGS. MOVILNET HAD 700,000 CLIENTS, 
REGISTERING A 70 PERCENT INCREASE OVER 1997. 

16. THE HISTORY OF THE AWARDING OF THE THIRD CELLULAR LICENSE IS 
A LONG AND POLITICIZED ONE. HOWEVER, THE GOV HAS ANNOUNCED ITS 
INTENT TO MOVE ITS BID FORWARD AS SOON AS POSSIBLE. THE BID WILL 
REPORTEDLY BE OPEN TO ANY INTERESTED COMPANY, INCLUDING THE THREE 
RURAL TELEPHONE OPERATORS. CABELLO ESTIMATED THE BASE PRICE MAY 
RISE TO AS HIGH AS USD 100 MILLION. HE ALSO ANNOUNCED THAT THE 
TWO INCUMBENTS WOULD EACH RECEIVE 10 MEGAHERTZ IN THE 1,900 
MEGAHERTZ RANGE. COMMENT: THIS WILL EASE TELCEL 'S DIFFICULTY IN 
OBTAINING THE NECESSARY BAND SPACE FOR ITS 1.3 MILLION 
SUBSCRIBERS. END COMMENT. COMPANIES FROM GERMANY, ENGLAND AND 
FRANCE HAVE EXPRESSED THEIR INTENT TO PARTICIPATE IN THIS BID 
ACCORDING TO DEMOCRITO CRESPO , A MEMBER OF THE TELECOMMUNICATIONS 
TRANSITION TEAM. 

17. THIS AUCTION IS VITAL IN ORDER TO WOO BACK THE INTERNATIONAL 
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COMMUNITY AND FOSTER CONFIDENCE IN THE LOCAL BUSINESS COMMUNITY. 
IT MUST BE VIEWED AS NON-PARTIAL IN ORDER FOR CONATEL TO MAXIMIZE 
THEIR RETURN. TO ACHIEVE THIS, THE CURRENT TENDERS LAW WOULD 
HAVE TO BE MODIFIED TO PERMIT THE AWARDING OF AN OPERATING 
LICENSE BASED ON SOMETHING OTHER THAN A BID, ACCORDING TO 
CABELLO . 



COMMENTS 



18. REYES* APPOINTMENT TO THE MINISTRY OF TRANSPORTATION AND 
COMMUNICATION AND CABELLO 'S APPOINTMENT TO CONATEL COULD SIGNAL 
GOOD NEWS FOR U.S. COMPANIES, AS IT SHOULD LEVEL THE PLAYING 
FIELD FOR THOSE U.S. COMPANIES INTERESTED IN BIDDING ON THE 
UPCOMING OPPORTUNITIES. IT SHOULD ALSO BE GOOD NEWS FOR THE 
HARD-PRESSED VENEZUELAN CONSUMERS AS COMPETITION LEADS TO GREATER 
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CHOICE, BETTER SERVICE, AND LOWER P! 
MAISTO 
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